Managing Regional Economic Risks due to the Entry and Exit of Global Firms:
A Study on Hedging Strategies with Financial Options* By Kei TAKAHASHI** and Takashi AKAMATSU*** This paper studies financial hedging strategies against regional economic risks due to the entry and exit of global firms. It is shown that the landowner's optimal hedging strategy based on utility maximization agrees with a dynamic portfolio replicating strategy. Comparing three hedging strategies, 1) using financial options, 2) setting penalties for firm's exit behavior, and 3) laissez-faire, we disclose that using financial options is not necessarily the best strategy for the landowner.
Furthermore, we show that using financial options cannot achieve Pareto improvement.
